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ECONOMIC UPDATE

MARKET CONDITIONS

The Bond Market began a strong sell off again today as the 10y Treas is back up around 1.5% after an all-
time low of 1.33% last week.

The drop is rates last week made it clear that the Bond Market has not been trading on domestic
fundamentals but instead has been heavily influenced by global uncertainties such as BREXIT and the
growing trend of foreign central bank inspired negative interest rates.

The rise can be attributed to large capital inflows to the US Market thanks to BREXIT and investors
seeking higher yields and stability. This comes as great news to those who have been hit hard by cash
pilling up from numerous bond calls the past few weeks.

SHORT TERM

Improvements can be seen on the BREXIT front with Home Secretary Theresa May posed to become the
next Prime Minister. Her only rival has dropped out of the contest and could expedite the process by
two months. The speedy transition does lend hope that stability is returning.

The Bank of England is also expected to announce a cut in rates to offset any BREXIT-related economic
fallout.

The Labor Market Conditions Index (LMCI) fell 1.9% for June, worse than expected. This marks the 6"
straight month of negative LMCI reports despite a huge improvement of nearly 287,000 in Non-Farm
Payroll employment.

LONG TERM

Japan’s Prime Minister election results are likely to renew efforts for pro-growth/pro-inflationary
policies. If this is successful, expect a reversing of Japanese investment out of US Bond Markets.

St. Louis Fed President James Bullard stated there is “no reason to forecast a recession.” While he does
expect slow growth over the next 2-3 years, Bullard is also an advocate of raising the Fed Rate to 0.625%
(a 25 bps hike) and leaving the rates at that level for the next 2 % years. Given the projected outlook of
rate hikes, this seems unlikely as the market is not pricing the next rate hike until December 2018.
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